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We have audited the financial statements of this local unit of government and rendered an opinion on financial statements prepared in
accordance with the Statements of the Governmental Accounting Standards Board (GASB) and the Uniform Reporting Format for
Financial Statements for Counties and Local Units of Government in Michigan by the Michigan Deparment of Treasury,

We affirm that:
1. We have complied with the Bulletin for the Audits of Local Units of Govermnment in Michigan as revised.
2. We are cerified public accountants registered to practice in Michigan.

We further affirm the following. "Yes" responses have been disclosed in the financial statements, including the notes, or in the report of
comments and recommendations

You must check the applicable box for each item below.

[] Yes Mo 1. Certain component units/funds/agencies of the local unit are excluded from the financial statements,

D Yes Mo 2. Thera are accumulated deficits in one or more of this unit's unreserved fund balancesiretained earnings (P.A.
275 of 1980).

[]Yes Mo 3. There are instances of non-compliance with the Uniform Accounting and Budgeting Act (P.A. 2 of 1988, as
amended).

[] Yes Mo 4. The local unit has viclated the conditions of either an order issued under the Municipal Finance Act or its
requirements, or an order issued under the Emergency Municipal Loan Act.

I:| Yes Mo 5. The local unit holds depositsfinvestments which do not comply with statutory requirements. (P.A. 20 of 1943,
as amended [MCL 129.91], or P.A. 55 of 1982, as amended [MCL 38.1132]).

|:| Yes Mo 6. The local unit has been delinguent in distributing tax revenues that were collected for another taxing unit.
The local unit has violated the Constitutional requirement (Article 9, Section 24) to fund cument year eamed
DY&s Mo 7. pension benefits (normal costs) in the current year. If the plan is more than 100% funded and the overunding

credits are more than the normal cost requirement, no contributions are due (paid during the year).

[lves No 8. The local unit uses credit cards and has not adopted an applicable policy as required by P.A. 266 of 1935
(MCL 129.241).

[ lves [/INo 8. Thelocal unit has not adopted zn investment policy as required by P.A. 196 of 1997 (MCL 129.95).
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April 19, 2005

Members of the Board

Kalamazoo Lake Sewer and
Water Authority

Saugatuck, Michigan

INDEPENDENT AUDITORS® REPORT

We have audited the accompanying financial statements of Kalamazoo Lake Sewer and Water Authority,
County of Allegan, Michigan as of and for the year ended February 28, 2005, as listed in the index. These
financial statements are the responsibility of the Authority’s management. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Kalamazoo Lake Sewer and Water Authority, County of Allegan, Michigan, as of February
28, 2005, and its changes in net assets and its cash flows for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

As described in Note 8, Kalamazoo Lake Sewer and Water Authority adopted the provisions of
Governmental Accounting Standards Nos. 33, 34, 36, 37, 38 and 40 as of and for the year ended February 28,
2005.

The Management’s Discussion and Analysis is not a required part of the basic financial statements but is
supplementary information required by the Governmental Accounting Standards Board. Management has elected
to omit the Management’s Discussion and Analysis from the required supplementary information.




Our audit was conducted for the purpose of forming an opinion on the financial statements taken as a
whole. The Schedule of Allegan County Sewer Disposal and Water Supply System Bonds on page 12 is
presented for purposes of additional analysis and is not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in our audit of the basic financial statements
and, in our opinion, is fairly stated in all material respects in relation to the basic financial statements taken as a

whole.
@m@, éwsd.u e Z'L}.rs., éjc-

FERRIS, BUSSCHER & ZWIERS, P.C.
Certified Public Accountants
Holland, Michigan
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KALAMAZOO LAKE SEWER AND WATER AUTHORITY
COUNTY OF ALLEGAN, MICHIGAN
STATEMENT OF NET ASSETS
FEBRUARY 28, 2005

ASSETS
CURRENT ASSETS
Cash and equivalents
Accounts receivable
Prepaid expenses

TOTAL CURRENT ASSETS

NONCURRENT ASSETS
Capital assets, net of depreciation

TOTAL ASSETS

LIABILITIES
CURRENT LIABILITIES

Accounts payable

Accrued lighilities
Wages
Payroll taxes
Retirement contribution

Due to agency funds

TOTAL CURRENT LIABILITIES
NET ASSETS
Invested in capital assets

Unrestricted

TOTAL NET ASSETS

See notes to financial statements

b 605,104
75,027

19.740

! 699.871

3.882.620

$ 4

$  458249]

$ 16,458

23,008
202
2,060
540

42 268

$§ 42268

5 3,882,620
657.603

$ 45402323



KALAMAZOO LAKE SEWER AND WATER AUTHORITY
COUNTY OF ALLEGAN, MICHIGAN

STATEMENT OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

YEAR ENDED FEBRUARY 28, 2005

OPERATING REVENUES
Charges for services - sewer
Charges for services - water

TOTAL OPERATING REVENUES

OPERATING EXPENSES
Sewer

Employment costs
Repairs and maintenance
Supplies and materials
Depreciation
Utilities and insurance
Purchased services
Administration

Total sewer operating expenses

Water
Employment costs
Repairs and maintenance
Supplies and materials
Depreciation
Utilities and insurance
Purchased services
Administration

Total water operating expenses
TOTAL OPERATING EXPENSES
OPERATING LOSS

NONOPERATING REVENUES
Interest income
Gain on sale of assets

TOTAL NONOPERATING REVENUES
CHANGE IN NET ASSETS
NET ASSETS - MARCH 1, 2004
NET ASSETS - FEBRUARY 28, 2005

See notes to financial statements

$ 340,963
538.974

$ £79.937

S 200,299
19,450

43,477
262,058
80,661

8,904

10.386

5 625.235

S 200,957
39,766
166,068
25,363

90,712

4,715

10,153

$§  537.734
$ 1,162,969
$  (283.032)

$ 5,537
5,000

b 10.537
$ (272,495)
4812718

54,540,223



KALAMAZOO LAKE SEWER AND WATER AUTHORITY
COUNTY OF ALLEGAN, MICHIGAN
STATEMENT OF CASH FLOWS
YEAR ENDED FEBRUARY 28§, 2005

CASH FLOWS FROM OPERATING ACTIVITIES

Received from user charges b 842,429

Payments to employees for services {(417,114)

Payments to suppliers for goods and services (486.300)
NET CASH USED BY OPERATING ACTIVITIES b (61.185)

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES

Purchase of capital assets B (19,330)
Proceeds from sale of capital assets 5.000
NET CASH USED BY CAPITAL AND RELATED FINANCING ATIVITIES 5 (14.330)

CASH FLOWS FROM INVESTING ACTIVITIES

Interest income h 5,537
NET CASH PROVIDED BY INVESTING ACTIVITIES $ 5,537

NET DECREASE IN CASH AND EQUIVALENTS b (69,978)
CASH AND EQUIVALENTS - MARCH 1, 2004 675.082
CASH AND EQUIVALENTS - FEBRUARY 28, 2005 3 605,104

RECONCILIATION OF OPERATING LOSS TO NET CASH USED

BY OPERATING ACTIVITIES
Operating loss 5 (283,032)
Adjustments to reconcile net operating loss to net cash used by operating activities
Depreciation expense 287,421
Change in assets and liabilities
Receivables (37.,508)
Prepaid expenses (18,985)
Accounts payable and accrued liabilities (9.081)
NET CASH USED BY OPERATING ACTIVITIES b {61.185)

See notes to financial statements



KALAMAZOO LAKE SEWER AND WATER AUTHORITY
COUNTY OF ALLEGAN, MICHIGAN
STATEMENT OF FIDUCIARY NET ASSETS
FEBRUARY 28, 2005

Agency
Funds
ASSETS
Cash and equivalents i 751,376
Customer receivables 26,395
Due from other funds 540
TOTAL ASSETS o 778.311
LIABILITIES
Payables to other governments b 778,311
TOTAL LIABILITIES b 778.311

See notes to financial statements



KALAMAZOO LAKE SEWER AND WATER AUTHORITY
COUNTY OF ALLEGAN, MICHIGAN
NOTES TO FINANCIAL STATEMENTS
FEBRUARY 28, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
REPORTING ENTITY

The Kalamazoo Lake Sewer and Water Authority is a joint venture of the City of the Village of
Douglas and City of Saugatuck, created under the provisions of Act 233, Public Acts of Michigan, 1955, as
amended. The Authority was formed to operate, maintain, administer, and manage the water and sewage
disposal systems. The Authority grants credit to its residential, commercial and industrial customers located
within the City of the Village of Douglas, City of Saugatuck and Saugatuck Township.

MEASUREMENT FOCUS, BASIS OF ACCOUNTING AND FINANCIAL STATEMENT
PRESENTATION

The Authority is accounted for in funds, each of which is considered to be a separate accounting
entity. The major fund categories are Proprietary funds and Fiduciary funds.

Proprietary funds account for operations that are financed and operated in a manner similar to private
business enterprises, where the intent of the governing body is that the costs (expenses including depreciation)
of providing goods or services to the general public on a continuing basis are financed or recovered primarily
through user charges.

Fiduciary funds account for assets held by the Authority in a trustee or agency capacity. Agency
funds are custodial in nature and do not involve measurement of results of operations.

The accounting policies of the Authority conform to generally accepted accounting principles as
applicable to proprietary funds of governmental units, and, accordingly, the accrual basis of accounting and
economic resource measurement focus are followed. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of the related cash flows. Proprietary funds
distinguish operating revenues and expenses from nonoperation items. Operating revenues and expenses
generally result from providing services and producing and delivering goods in connection with a proprietary
fund’s principal ongoing operations. The principal operating revenues of the Authority are charges to
customers for sales and services. Operating expenses for proprietary funds include the cost of sales and
services, administrative expenses, and depreciation on capital assets. All revenues and expenses not meeting
this definition are reported as nonoperating revenues and expenses.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989,
generally are followed in the proprietary fund financial statements to the extent that those standards do not
conflict with or contradict guidance of the Governmental Accounting Standards Board. Governments also
have the option of following subsequent private-sector guidance. The government has elected not to follow
subsequent private-sector guidance.

BANK DEPOSITS AND INVESTMENTS

For the purposes of the statement of cash flows, cash and equivalents are defined as demand deposits,
savings accounts and investments in a short-term investment fund for local units of government.



KALAMAZOQO LAKE SEWER AND WATER AUTHORITY
COUNTY OF ALLEGAN, MICHIGAN
NOTES TO FINANCIAL STATEMENTS
FEBRUARY 28, 2005

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

CUSTOMER RECEIVABLES

Customer receivables are carried at their net realizable value. The Authority rarely has uncollectible
accounts because of its ability to collect overdue balances with a property tax levy. Accordingly, the
Authority has not recorded an allowance for doubtful accounts.

PREPAID ITEMS

Certain payments to vendors reflect costs applicable to future years and are recorded as prepaid items.
CAPITAL ASSETS

Capital assets include property, plant and equipment. Capital assets are defined by the Authority as
assets with an initial individual cost of more than $2,500 and an estimated useful life in excess of one year.
Such assets are recorded at historical cost or estimated historical cost if purchased or constructed. Donated

capital assets are recorded at estimated fair market value at the date of donation.

Property, plant and equipment is depreciated using the straight-line method over the following useful

lives:
Buildings, plant and improvements 10-40
Lift stations 40
Mains and connections 40
Machinery and equipment 5-10
Office equipment and furnishings 3-10
COMPENSATED ABSENCES

All employees are granted paid time off in varying amounts depending on length of service.
Employees may accumulate a maximum of 360 hours of paid time off. In the event of termination, an
employee is reimbursed for any unused accumulated paid time off at 100% of their current base rate.

At the election of the employee, paid time off hours may be converted to their cashable sick leave
account (CSLA). Hours accumulated in the CSLA are to be used for short term disability, care of an inform
parent, or any other medical emergencies. Employees may accumulate a maximum of 360 CSLA hours. In
the event of termination, an employee is reimbursed for any unused accumulated CSLA hours at 50% of their
current base rate.

The amounts attributable to proprietary funds are charged to expense and a corresponding liability in
the applicable fund.



KALAMAZOO LAKE SEWER AND WATER AUTHORITY
COUNTY OF ALLEGAN, MICHIGAN
NOTES TO FINANCIAL STATEMENTS
FEBRUARY 28, 2005

NOTE 2 - DEPOSITS AND INVESTMENTS

Michigan Compiled Laws, Sections 129.91 authorizes the Authority to make deposits and invest in
the accounts of federally insured banks, credit unions, and savings and loan associations which have an office
in Michigan. The local unit is allowed to invest in bonds, securities and other direct obligations of the United
States or any agency or instrumentality of the United States; United States government or federal agency
obligations; repurchase agreements; bankers’ acceptance of United States banks; commercial paper rated
within the two highest classifications which mature not more than 270 days after the date of purchase;
obligations of the State of Michigan or its political subdivision which are rated as investment grade; and
mutual funds composed of investment vehicles which are legal for direct investment by local unites of
government in Michigan.

The Authority Board has designated two banks for the deposit of Authority funds. The investment
policy adopted by the Board is in accordance with Public Act 196 of 1997.

At year-end the Authority’s deposits and investments were reported in the basic financial statements
in the following categories:

Business-type Fiduciary Total Primary

Activities Funds Government
Cash and equivalents $ 605,104 $751376 $1.356,480

The breakdown between deposits and investments is as follows:

Bank deposits (checking and savings accounts,
certificates of deposit) $1.356,480

The bank balance of the Authority’s deposits is $1,380,347 of which $200,000 is covered by federal
depository insurance and $1,180,347 uninsured and uncollateralized.



KALAMAZOO LAKE SEWER AND WATER AUTHORITY

COUNTY OF ALLEGAN, MICHIGAN
NOTES TO FINANCIAL STATEMENTS

FEBRUARY 28, 2005

NOTE 3 - CAPITAL ASSETS

Capital asset activity for the current year was as follows:

Beginning
Balance Increases Decreases
Capital assets being depreciated
Buildings, plant and improvements $3.510.,457 b - $ -
Lift stations 1,292,541 4320 -
Mains and connections 4,488 406 - -
Machinery and equipment 468,076 15,010 -
Office equipment and furmishings 75.395 - -
Subtotal £9.834.875 $ 19.330 5 -
Less accumulated depreciation for
Buildings, plant and improvements $1.916,760 $ 95,108 % -
Lift stations 749,781 34,635 -
Mains and connections 2,669,744 115.433 -
Machinery and equipment 276,631 40,120 -
Office equipment and furnishings 71,248 2,125 -
Subtotal 55,684,164 $287.421 $ -
Total capital assets — net of depreciation $4,150,711 $268,091 I
Depreciation expense was $287,421 for the year ended February 28, 2005.
NOTE 4 — INTERFUND RECEIVABLES AND PAYABLES
The amounts of interfund receivables and payables are as follows:
Interfund
Fund Receivable Fund
Agency Funds 5 540 Sewer and Water Enterprise Fund

NOTE 5 - TRUST AND AGENCY FUNDS

Interfund
Payable

§ 540

Ending
Balance

$3.510457
1,296,861
4,488,406
483,086

75.395

$9.854 205

$2,011,868
784,416
2785177
316,751
73.373

$5.971.585
$3,882,620

The Authority is acting as a transfer agent for one general obligation bond issuance. The $2,150,000
sewage disposal system bonds are due in annual installments of $10,000 to $125,000 through May 1, 2003;
interest at 5.00% to 7.00%. The Authority has the following balances in the debt service funds with Allegan

County as of February 28, 2005:



KALAMAZOO LAKE SEWER AND WATER AUTHORITY
COUNTY OF ALLEGAN, MICHIGAN
NOTES TO FINANCIAL STATEMENTS
FEBRUARY 28, 2005

NOTE 5 - TRUST AND AGENCY FUNDS (CONTINUED)

Original Bond Amount in Debt Service
Issuance Amount Fund with Allegan County
$2.150.000 P 52

The schedule of bonds issued, redeemed and outstanding is on page 12.

The Authority is also collecting connection fees for the City of Saugatuck and the City of the Village
of Douglas by agreement. In addition, the Authority collects debt service fees for Saugatuck Township.
These funds are held by the Authority until the local governments request the funds.

NOTE 6 — DEFINED BENEFIT PENSION PLAN
PLAN DESCRIPTION

The Authority’s defined benefit pension plan, which consists of participation in the Municipal
Employees’ Retirement System of Michigan, provides retirement, disability and death benefits to plan
members and beneficiaries. The Municipal Employees’ Retirement System of Michigan (“System”) is an
agent multiple-employer pension plan administered by the Retirement Board of the Municipal Employees’
Retirement System of Michigan. The authority to establish and amend the benefit provisions of the plan rests
with the System’s Retirement Board: the provisions of the Municipal Employees’ Retirement Act of 1984, as
amended by 1996 Public Act 220; and the System’s plan document. The Authority adopts its specific benefit
provision. The System issues a publicly available financial report that includes financial statements and
required supplemental information for the Municipal Employees” Retirement System of Michigan. That
report may be obtained by writing to the Municipal Employees’ Retirement System of Michigan, 447 North
Canal Road, Lansing, Michigan 48917 or by calling 1-800-767-6377.

FUNDING POLICY

The Authority’s plan members do not contribute to the System. The Authority is required to
contribute at an actuarially determined rate. The required contribution for the period March 1, 2004 through
February 28, 2005 was based on the annual actuarial valuation as of December 31, 2002. The net rate used
was 9.14% of a projected annual covered payroll. The contribution requirements of plan members are
selected by the Authority. The contribution requirements of the Authority are established and may be
amended by the System’s Retirement Board, yet the Authority selects its specific benefit provision.

ANNUAL PENSION COST

For the year ended February 28, 2005, the Authority’s annual pension cost of $27,633 for MERS was
equal to the Authority’s required and actual contributions. The required contribution was determined as part
of the December 31, 2002 actuarial valuation using the entry age normal cost method. The actuarial
assumptions includes (a) a rate of return on the investment of present and future assets of 8.0%, (b) projected
salary increases of 4.5% per year compounded annually, attributable to seniority/merit. The actuarial value of
MERS assets was determined on the basis of a valuation method that assumes the fund eamns the expected



KALAMAZOO LAKE SEWER AND WATER AUTHORITY
COUNTY OF ALLEGAN, MICHIGAN
NOTES TO FINANCIAL STATEMENTS
FEBRUARY 28, 2005

NOTE 6 - DEFINED BENEFIT PENSION PLAN (CONTINUED)
rate of return, and includes an adjustment to reflect market value. The Authority’s unfunded actuarial accrued
liability is being amortized as a level percentage of projected payroll on an open basis which remains stable at

30 years.

Three year trend information as of February 28 follows:

2005 2004 2003
Annual pension cost $ 27,633 $ 21.645 $ 19,438
Percentage of APC confributed 100% 100% 100%
Net pension obligation b - 5 - b -
Actuarial value of assets $408 895 5481,059 $449.692
Actuarial accrued liability $626,993 $557,631 $495,880
Unfunded AAL $128,098 5 76,572 $ 46,188
Funded ratio 80% 86% 91%
Covered payroll $280,479 $248,598 $243 644
UAAL as a percentage of covered payroll 46% 31% 19%

NOTE 7 - RISK MANAGEMENT

The Authority is exposed to various risks of loss related to property loss, torts, errors and omissions,
employee injuries, as well as medical and workman’s compensation benefits provided to employees.

The Authority participates in the Michigan Municipal Workers' Compensation Fund. This fund
consists of a group program of workers’ compensation self insurance for Michigan Municipalities. The
Authority pays premiums based on estimated payroll for the policy period and is subject to an audit of actual
payroll paid during the policy period to determine if additional premiums are due or a refund is warranted.

The Authority purchases commercial insurance for general liability, property coverage and medical
benefits.

Settled claims for insurance have not significantly exceeded the amount of coverage during the year
ended February 28, 2005. During the year ended February 28, 2003 the Authority discontinued its liability
insurance coverage for losses related to sewer back-ups. Management does not expect the additional
exposure to result in material losses.
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KALAMAZOO LAKE SEWER AND WATER AUTHORITY

COUNTY OF ALLEGAN, MICHIGAN
NOTES TO FINANCIAL STATEMENTS
FEBRUARY 28, 2005

NOTE 8 - RESTATEMENT OF RETAINED EARNINGS

As of and for the year ended February 28, 2005, the Authority implemented the following
Governmental Accounting Standards Board pronouncements:

Statements

No. 33
No. 34

No. 36
No. 37

No. 38
No. 40

Accounting and Financial Reporting for Nonexchange Transactions

Basic Financial Statements — and Management’s Discussion and Analysis — for
State and Local Governments

Recipient Reporting for Certain Share Nonexchange Revenues — An Amendment
Of GASB No. 33

Basic Financial Statements — and Management’s Discussion and Analysis — for
State and Local Governments: Omnibus

Certain Financial Statement Note Disclosures

Deposit and investment Risk Disclosures

The above pronouncements are all related to the new financial reporting requirements for all state and
local governments. These pronouncements are scheduled for a phased implementation (based on size of the
government) through fiscal years ending in 2005. The Authority is required to implement the new
requirements no later than the fiscal year during February 28, 2005.

As a result of implementing these pronouncements for the fiscal year ended February 28, 2005, the
following restatement was made to beginning net asset accounts:

Retained earnings as of February 29, 2004 $1.841.245
Add: Contributed capital 2.971.473
Net assets, restated, as of February 29, 2004 $4.812.718

11



ADDITIONAL INFORMATION



KALAMAZOO LAKE SEWER AND WATER AUTHORITY
COUNTY OF ALLEGAN, MICHIGAN
SCHEDULE OF ALLEGAN COUNTY SEWAGE DISPOSAL SYSTEM
CITY OF SAUGATUCK AND CITY OF THE VILLAGE OF DOUGLAS
BONDS ISSUED. REDEEMED AND OUTSTANDING

FEBRUARY 28, 2005
[ssued Outstanding
Due Interest September 1, February 28,
May 1. Rate 1877 Redeemed 2005

1979 7.00% § 10,000 § 10,000 £ -
1980 7.00 40,000 40,000 -
1981 7.00 50,000 50,000 -
1982 7.00 50,000 50,000 -
1983 7.00 50,000 50,000 -
1984 7.00 50,000 50,000 -
1985 6.25 75.000 75.000 -
1986 5.00 75,000 75,000 -
1987 5.00 75.000 75.000 -
1988 5.00 75,000 75.000 -
1989 5.00 75.000 75,000 -
1990 5.10 75,000 75,000 -
1991 5.20 75.000 75,000 -
1992 5.25 75,000 75,000 -
1993 5.30 75.000 75,000 -
1994 5.40 75.000 75,000 -
1995 5.50 75,000 75,000 -
1996 5.60 75.000 75.000 -
1997 5.65 100,000 100,000 -
1998 5.70 100,000 100,000 -
1999 5.70 100,000 100.000 -
2000 5.75 100,000 100,000 -
2001 5.75 100,000 100,000 -
2002 5.80 125,000 125,000 -
2003 5.80 125,000 125,000 -
2004 5.79 125,000 125,000 -
20035 575 125,000 - 125.000

TOTALS $2,150,000 $2,025,000 $ 125,000

Interest Dates: May | and November 1
Redemption prior to maturity:

Bonds are subject to redemption prior to maturity, at the option of the County and in such order as the
County shall determine. on any interest payment date as follows:

101% of par on or after 5/1/00, but prior to maturity.
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